
















WORKERS' COMPENSATION REINSURANCE ASSOCIATION
Footnotes (continued)

Activity in the funded liability for losses and loss adjustment expenses is summarized as follows (in thousands):

Balance, January 1:
Funded, undiscounted

Incurred related to:
Current year
Prior years

Total incurred

Paid related to:
Current year
Prior years

Total paid

Balance, December 31:
Funded, undiscounted
Discount

Reserves are reviewed periodically and updated based on current claim experience and trends. Adjustments
to the estimated liability for losses and loss adjustment expenses are reflected in operating results in the
year when the changes are made. These adjustments may be material to the financial statements when they
occur. In 1999 and 1998, actuarial adjustments, including changes in selected ultimate loss amounts on prior
accident years decreased funded discounted reserves and related losses and loss adjustment expenses by
approximately $69.2 million and $14.9 million, respectively.

In 1999, the changes in selected loss and loss expense amounts are a combination of the following factors
quantified below:

Downward development and annual
adjustment of actuarial credibility weights

Changes in case reserving
Changes in pricing assumptions

1999 total
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WORKERS' COMPENSATION REINSURANCE ASSOCIATION
Footnotes (continued)

In 1998, the changes in selected loss and loss expense amounts were a combination of the following factors
quantified below:

Downward development and annual
adjustment of actuarial credibility weights

Changes in case reserving
Changes in pricing assumptions

1998 total

On a present value basis, the recognition of lower-than-expected claims experience is the largest contributor
to the year-end 1999 reserve reduction. The bulk of this contribution comes from frequencies that are1jlower
than anticipated in the Association's historical rates. A significant downward development in WCRA eIaims
counts began in 1995 and continued through 1997. During both 1998 and 1999, incurred claim counts
increased slightly for the low retention; however, the downward trend in incurred counts continued for the
high retention, though at reduced rates of decline. In total for 1998 and 1999, incurred counts decreased by
only 0.2-0.3 percent compared to decreases of 2-3 percent over the 1995-97 period. The similarities of 1998
and 1999 changes in incurred counts may indicate a stabilization in the counts of the WCRA. However, the
frequencies of both the low and high retentions continue to come in lower than expected. Frequency is a
much more reliable indicator than the number of incurred counts since frequency considers the number of
workers exposed to the various levels ofWCRA coverage. Therefore, frequency accounts for the fact that
many WCRA members have chosen super retention coverage since it was first offered in 1996.

Very few enhancements have been implemented for the 1999 WCRA reserve analysis. The pricing
assumptions that are used to set reserves were improved this year to reflect current knowledge about wage
distributions; claim frequencies for lifetime, nonlifetime, and fatal claims; and nonlifetime severities. Both
the pricing wage distribution and the nonlifetime severity changes produced increases in loss projections.
The pricing frequency changes are all decreases that offset a major portion of the increases from the wage
and severity adjustments. The net impact of all pricing changes is a small reserve increase.

3. Income Tax Status

In 1996, the Association was granted an exemption from federal income taxes under Section 501(c)(27) of
the Internal Revenue Code (IRC). The Association received a tax-exempt determination letter from the IRS
dated February 7, 1997. Therefore, no provision for income taxes is ~ncluded in the Association's financial
statements.
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WORKERS' COMPENSATION REINSURANCE ASSOCIATION
Footnotes (continued)

4. Excess Surplus Distribution

On January 30, 1997, the Board of Directors approved excess premium and excess surplus distributions
of $329.1 million to member insurers, $108.3 million to member self-insurers, and $34.0 million to
Minnesota workers' compensation policyholders (Policyholders). The distributions to member insurers
and member self-insurers were completed during 1997 and 1998. The excess surplus distributions to
Policyholders were commenced in 1998 and completed in 1999 in accordance with the association's
Operating Rule for the Determination of Surplus. Policyholders cashed 92,000 excess surplus checks in
the amount of $34.9 million, including interest. In accordance with the provisions of Minnesota
Statutes § 79.361, subd. 10, the Workers' Compensation Reinsurance Association will retain all
unclaimed refund amounts.

5. Cash Flows

A reconciliation of net income to net cash provided by operating activities for the years ended
December 31, 1999 and 1998, is as follows (in thousands):

Net income
Adjustments to reconcile net income to net cash provided

by operating activities:
Net realized investment gains
(Increase) decrease in funded uncollected reinsurance

premiums, net of accrued premium adjustments
(Decrease) increase in liability for funded losses and

loss adjustment expenses
Other, net

Total adjustments

Net cash provided by operating activities
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WORKERS' COMPENSATION REINSURANCE ASSOCIATION
Footnotes (continued)

6. Investments

The cost of common and preferred stocks, amortized cost of bonds, and estimated fair values at
December 31, 1999 and 1998, respectively, are as follows (in thousands):

Common stocks
Preferred stocks

Total stocks

US. Treasury securities and
obligations of US.
government and agencies

Corporate debt securities
Mortgage backed securities

Total bonds

Common stocks
Preferred stocks

Total stocks

US. Treasury securities and
obligations of US.
government and agencies

Corporate debt securities
Mortgage backed securities

Total bonds
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WORKERS' COMPENSATION REINSURANCE ASSOCIATION
Footnotes (continued)

The amortized cost and estimated fair value of debt securities at December 31, 1999, by contractual
maturity, are shown below (in thousands):

Due in one year or less

Due after one year through five years

Due after five years through ten years

Due after ten years

Total

Expected maturities will differ from contractual maturities because borrowers may have the right to call or
prepay obligations with or without call or prepayment penalties.

Gross gains of$181 million and $147 million, and gross losses of$16 million and $12 million, were
realized on sales of investments during 1999 and 1998, respectively. Net investment income and net realized
investment gains (losses) during the years ended December 31, 1999 and 1998, are summarized below (in
thousands):

Securities lending

Cash and cash equivalents

Common and preferred stocks

Bonds

Miscellaneous

Investment expenses

23



WORKERS' COMPENSATION REINSURANCE ASSOCIATION
Footnotes (continued)

To enhance the return on investments, the Association maintains a securities lending program. At December
31, 1999 and 1998, the Association had equity and fixed income securities with fair values of $225 million
and $152 million out on loan, respectively. Cash of at least 102 percent of the fair value of the securities
lent was held as collateral as part of the securities lending program.

During 1998, the Association adopted Statement of Financial Accounting Standards No. 125, "Accounting
for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities." The standard requires
the collateral received for securities on loan to be reflected on the balance sheet if the secured party has
control over the collateral. An asset of $234 million and $154 million and the related liability representing
the collateral received is reflected on the balance sheet as of December 31, 1999 and 1998, respectively.

Additionally, to further enhance the return on investments, one of the Association's investment managers
has invested in interest-rate future and interest-rate option contracts, and one of the Association's investment
managers has invested in currency forward contracts. To improve the tracking relative to target asset
allocation and to improve portfolio efficiency and flexibility, one of the Association's investment managers
has invested in interest-rate future and stock index future contracts.

Listed contracts must be traded on a market regulated by a governmental agency, and counterparties must
have a long-term debt rating of"A" or better. Future contracts are marked-to-market on a daily basis with
the gain or loss reported in income. Forward and option contracts are valued at fair value with the ga~n or
loss reported in income at the time the option is exercised or the contract is settled. \
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